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FINANCIAL HIGHLIGHTS 
($ millions) Per Cent 
1987 1986 Change 

Earnings Data (For the year ended October 31) 

Net Income Before Special Provision for Losses .........---.-------+----- 5: PRG eee $ 541 $489 10.6% 
IREtUrEL OL A VEraAge ASSETS pi tees ee te en own na oi eect 54% 50% 8.0 
Retienon Averace Equity. mre ces te yate ee = ie a = Sim Sa eee ne ar 12.3% 12.0% 2.5 

Net Income (Loss) After SpcerallPravision for LOSSES oc on 3 creatine eee ieee $(259) $489 = 

Balance Sheet Data (As at October 31) 

VOCAL ASSORS 35 oo ss EP ae ete aT Re ees ta So hk lo ot eee a oh ee $102,170 $ 99,607 2.6 

EGR RENS oes trea Sas oo take aS NT ay I TPS sero © nS a= eee 69,293 65,934 Sal 

DICPOSIES Fo cases ci aera ee Tela ace oe oo Sos oR eer ana 85,811 84,253 1.8 

Debentures 22sec ch seats oo ee testo = 282 «cca Fo PRN A Ee 1,521 : 2,068 (26.5) 

Capital and Reservesiace «tac iye ve Ones He Cen iris oo she a a. cs = Ree ete rere ea 4,364 4,662 (6.4) 

Common Stock Data 

Income per Share Before Special Provision for Losses 
VASIG: See hres cds ops oo Ne Le EO EUAN OES A ss RE ET et ne See es $ 4.03 $ 4.05 (0.5) 
Rally dilutedqoe os cS. ak ese A EOE de 2c, > RT eer Aca 3.83 3.74 2.4 

Income (Loss) per Share After Special Provision for Losses 
137 (egies le aaa een: Mee Pee obra See a i OE 5 eee emcees «oy Cee (2.95) 4.05 — 
Bully diluted ee. cic tere cartes tere ere ee tear Se = one, 0) erties cnc cat (2.95) 3.74 _ 

Dividends per Share k= orc seat ia te pate Tee a Meee ea ake 2 <n 5.5» 5 a eMeteten Nay te Fett ar 2.02 2.00 1.0 

SHare/ PRICE? FIG bn ae ere aaa ay ten eee Miata ee ied aap ote c fataia) 5 Aco 23 ar eR tt ten 38.88 55-25 10.3 

Wo tees Avene oie aera ae tte A> ree: 2.2 2 aa a MetoenBe meee 25.63 27.50 (6.8) 
Close = OCtODEL BL ee ote oes ra Oe cia. es ee eters 27.75 33.25 (16.5) 

Book Value = 'OctOber Slit oe cick tare ite © ae tee rie ioe eon, - eee ore) nal ese 28.40 34.14 (16.8) 

Number of Common Shares Outstanding (000s) — October 31..................--.------ 118,005 106,522 10.8 

Number of Shareholders (common)}— October 51 <2. 1.22225... - = dees seen Gen ee aes 88,814 89,752 (1.0) 
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CHAIRMAN’S MESSAGE 


Dear Shareholder, 


We are pleased to send you our 1987 Annual Statement 
containing the audited financial statements of The Royal Bank 
of Canada for the year ended October 31, 1987. 

This past year surely stands as one of the most turbulent in 
the Bank’s 118-year history. Developments on the international 
debt front, financial deregulation at home and abroad, 
extreme volatility in world financial markets, and the increas- 
ing complexity of new banking products were some of the 
major issues confronting us in the past year. Despite these 
significant challenges, the Bank’s core earnings remained 
strong and, overall, we emerged from fiscal 1987 in a consider- 
ably healthier position. 

While a detailed analysis of our financial performance 
appears on the following pages, I would like to review the 
highlights of the past year’s results. Net income for fiscal 1987 
was $541 million, an increase of $52 million or 11% from 1986. 
Basic earnings per share were $4.03 while fully diluted 
earnings per share amounted to $3.83. Return on assets was 
.54% and return on common shareholders’ equity was 12.3%, 
in both cases slightly higher than a year ago. The above figures 
all exclude the impact of a $1.4 billion addition in the third 
quarter to our general provision for possible losses on country 
lending. This resulted in an after-tax charge to earnings of 
$800 million and caused us to report an overall net loss for the 
year of $259 million. 

The Bank’s cumulative general provision for country lending 
now exceeds $2.0 billion, roughly 37% of our related expo- 
sure and a level which we feel to be prudent in light of the 
difficulties facing developing country borrowers. 


Despite the adverse impact on our reported net income, the 
Bank continued to perform extremely well in its main business 
segments, such as retail banking and treasury operations. In 
addition to good results generated on the revenue side, 
significant strides were also made in the important area of 
expenditure control, as growth in total non-interest expenses 
was well below last year’s level. This improvement stems from 
a number of cost containment initiatives implemented over 
the past several years. 

As I’ve already mentioned, the Royal Bank enters fiscal 1988 
in a comparatively stronger position. Our decisive action with 
respect to sovereign lending, recent productivity enhance- 
ment initiatives, and an improving credit portfolio must be 
viewed as positive developments. 

These factors combined with our traditional strengths — a 
large base of core consumer deposits, one of the world’s most 
extensive branch and electronic banking networks, anda 
leading position in the generation of fee revenue — lead us to 
be highly optimistic about future earnings prospects. 

Also, shareholders will note that subsequent to fiscal year 
end, the Bank announced its intention to purchase 75% of 
Dominion Securities Limited, Canada’s leading securities 
dealer. We are excited about the opportunities and potential 
rewards which this acquisition will provide. This initiative sig- 
nificantly broadens the range of financial products the Bank can 
offer to its corporate and consumer clients, thus reinforcing 
our position as Canada’s leading financial services enterprise. 


Sincerely, 


ALLAN R. TAYLOR 
Chairman and Chief Executive Officer 
December 1, 1987 
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EARNINGS OVERVIEW 


In fiscal 1987, the Bank recorded net income of $541 million, 
before a special provision for losses on country lending. This 
is an increase of $52 million or 11% from 1986 and reflects 
strong results in such core business segments as mortgage and 
consumer lending, retail deposit services, and treasury 
operations. However, an after-tax charge to earnings of 

$800 million in the third quarter — stemming from a substan- 
tial addition of $1.4 billion to the Bank’s general provision for 
possible losses on loans to a group of 34 financially troubled 
countries — caused the Bank to report a net loss for the year of 
$259 million or $2.95 per common share. 

Excluding the special loss provision, basic earnings per share 
in fiscal 1987 were $4.03, down marginally from a year ago, 
while fully diluted earnings per share rose $0.09 to $3.83. 
Return on assets was .54%, up 4 basis points from 1986. 
Return on shareholders’ equity, after payment of dividends on 
preferred shares, was 12.3% versus 12.0% last year. 

Net income from Domestic operations reached a record 
$474 million in 1987, rising $114 million or 32% from 1986. 
Strong performances in retail banking and treasury operations 
were the principal reasons for this improvement. Return on 
assets climbed 13 basis points to .69%. 

International earnings, before the special loss provision, 
amounted to $67 million, a decline of $61 million or 48% 
from the previous year. This deterioration resulted from the 
impact of Brazil’s suspension of interest payments on major 
portions of its external debt (which served to reduce Interna- 
tional earnings by $55 million after tax), as well as lower 
revenues from International investment banking. These nega- 
tive developments were partially offset by a $43 million 
after-tax gain on the sale of the premises of the Bank’s former 
main branch in London, England. Return on International 
assets fell from .38% to .21%. 


Return on Assets 
(% of average assets) 
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ASSET GROWTH 


At year-end 1987, total assets stood at $102.2 billion, an 
increase of $2.6 billion or 3% froma year ago. As in the past 
several years, asset growth was strongest in the area of 
Domestic consumer lending, where mortgages and personal 
instalment loans increased by $3.1 billion and $700 million 
respectively, up 24% and 12% from last year. Growth in 
corporate loans remained sluggish in 1987 as businesses con- 
tinued to use the capital markets for a large portion of 
their financing needs. Business loans in Canada rose by 
$1.5 billion or 6%, while bankers’ acceptances increased 
$1.8 billion or 33%, with the latter largely a result of more 
favourable pricing in the first half of the year. 

These increases were partly offset by the special loss provi- 
sion (net of income taxes), which served to reduce balance 
sheet assets by some $800 million. In addition, the Bank 
lowered its holdings of securities, particularly U.S. Govern- 
ment Treasury bills, by $1.6 billion and reduced its level of 
deposits with other banks by $1.0 billion. Also, during fiscal 
1987 the U.S. dollar fell roughly 6% against the Canadian 
dollar, and this resulted in a corresponding decrease in the 
value of the Bank’s U.S. dollar-denominated assets. 


NET INTEREST INCOME 


Net interest income represents the difference between interest 
earned on loans and securities and the amount paid on 
deposits and debentures. For purposes of analysis, this num- 
ber is adjusted to take into account the tax-exempt status of 
certain securities. Including this taxable equivalent adjust- 
ment, net interest income reached $2,997 million in 1987, 

$71 million higher than the year before. As a percentage of 
average assets, the net interest margin was 2.98%, virtually 
unchanged from a year ago. 


Earnings Per Share 
(Basic) 
(8) 
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FIVE YEAR HIGHLIGHTS OF EARNINGS (AS A % OF AVERAGE ASSETS) 


(taxable equivalent basis) 1987 1986 1985 1984 1983 
Netinteresttancome sien 1 caine be aon 2.98% 2.99% 2.83% 2.86% 2.80% 
Provision tonloan losses ne eer eee eee (.84) (.84) (.67) (.62) (.52) 

2.14 25 2.16 2.24 2.28 
Otherin Con Grey sees ere ie ree Taka etc ne ee 1.17 yb) .89 82 said 

3.31 3.08 3.05 3.06 3.05 
INON-INTELeESt EXPENSES -myiacesion aie eee (2.32) (2222) (@aitily) (2.08) (2.01) 

-99 .86 94 .98 1.04 

TACOME taxes nC er are Te ees oe (.45) (.36) (.41) (.46) (.49) 
Retumioniassets armen per hy Pec re 54% 50% 53% 52% 55% 
Netincome(simillions)\igeer eee cme eel eae $ 541 $ 489 $ 488 $ 450 $ 480 
Average totaliassets!(S billions). ee ee eens $100.4 $97.7 $92.3 $86.7 $86.7 
RECMUEDLONIEGUILY agers Se oe Cle oi ae ee 12.3% 12.0% 13.5% 13.8% 16.8% 
“before special provision for losses on country lending 
CAPITAL RATIOS (AS A % OF GROSS ASSETS) 

1987 1986 1985 1984 1983 
Base. Capital Ratio gee eee eee oe eee 3.7% 4.2% 3.7% 3.6% 3.2% 
Base CapitaliquivalenwRavio meet eee eee 4.1 4.7 4.2 4.0 Red 
Adjusted 1otal Capital Rati ose erie eet ee ee ei 5.0 5.8 53 5.0 4.6 


The increase from last year in net interest income is entirely 
attributable to the Bank’s Domestic operations. Demand for 
consumer credit was strong in 1987 and this translated into 
significant increases in mortgage and personal loan volumes. 
As well, despite the sharp downturn on world stock markets 
in mid-October, higher securities gains were registered during 
the year, reflecting favourable market conditions for most of 
fiscal 1987. These factors, coupled with higher recoveries of 
past-due interest on non-accrual loans, resulted in an overall 
increase of $298 million in Domestic spread. The Domestic 
net interest margin rose 20 basis points from a year ago, 
climbing from 3.43% to 3.63%. 

This strong performance domestically was significantly off- 
set by a reduction of $227 million in International net interest 
income. This deterioration in spread was mainly attributable 
to Brazil’s non-payment of interest on the majority of its 
commercial bank debt and to a weaker performance within 
International investment banking. The Bank’s International 
margin fell from 2.18% in 1986 to1.59%. 


CREDIT QUALITY REVIEW 


For the past six years the Royal Bank’s financial performance 
has been adversely affected by high levels of non-performing 
loans and loan losses. In 1987, despite the firming of world oil 
prices, certain of the Bank’s highly leveraged Domestic energy 
clients continued to experience acute cash-flow difficulties. 
Internationally, Brazil’s interest moratorium on its medium 
and long-term commercial bank debt and the substantial 
additional provisions taken by major banks worldwide under- 
lined the serious problems facing a number of Third World 
countries in meeting their external obligations. 

Despite these adverse developments, there were clearly 
visible signs by year end that the Bank’s loan portfolio quality 
had improved markedly and that significant reductions in 
both non-accrual loans and loan losses would be realized 
in 1988. 
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Non-performing Loans 


Non-performing loans are divided into two separate compo- 
nents, non-accrual loans and renegotiated reduced-rate loans. 
Non-accrual loans refer to those loans which have been placed 
on a cash basis (interest income is recognized only when cash 
is received) because management believes that the collectibil- 
ity of principal or interest is doubtful. Loans are automatically 
placed on a cash basis when payment of interest is ninety days 
past due, except in a few cases where management has 
determined that the collectibility of interest and principal is 
not in doubt. Renegotiated reduced-rate loans are those loans 
which, due to the deterioration in the financial position of the 
borrower, have been renegotiated to provide for a rate of 
interest lower than the prevailing market rates on similar loans 
to new borrowers. 

At year-end 1987, the Bank’s total non-accrual loans, net 
of provisions for losses, stood at $1,642 million, down 
$652 million from a year earlier. Domestic net non-accrual 
loans totalled $1,146 million, a decline of $421 million from 
year-end 1986. This decrease was essentially a result of 
improvements in, and higher provisions recorded against, 
energy-related accounts. International net non-accrual loans 
fell from $727 million in 1986 to $496 million at the end of 
1987, as aresult of improvements in the Bank’s U.S.A. and 
European corporate loan portfolios. The effect of $1.2 billion 
in newly classified non-accrual loans to Brazil was entirely 
offset by the increase in the general provision. 

The overall net yield on the Bank’s non-accrual loan portfo- 
lio in 1987 was 1.3% versus 4.2% in 1986. 

Renegotiated reduced-rate loans, virtually all of which were 
to Domestic borrowers, amounted to $88 million, compared 
with $77 million at the end of the previous year. 


Loan Losses 


As previously mentioned, a substantial increase of $1.4 billion 
was made in 1987 to the Bank’s general provision for potential 
losses on loans to a group of 34 financially troubled countries. 
The Bank began gradually building this general provision four 
years ago in light of the economic difficulties faced by a 
number of Third World borrowers. At October 31, 1987, the 
Royal Bank’s general provision totalled slightly more than 
$2.0 billion, representing approximately 37% of the 

$5.4 billion owed by these countries. This level of provision 
falls within guidelines issued by the Canadian regulatory 
authority and compares very favourably with the level of 
reserves taken by other international banks. 

Aside from the special loss provision for sovereign debt, 
provisions were also made for possible credit losses on 
corporate and consumer lending activities. This loan loss 
experience figure for fiscal 1987 was $900 million. This is an 
increase of $190 million from the 1986 amount, if last year’s 
$265 million addition to the general provision is excluded. 


Domestic loan loss experience was $675 million in 1987, 
$135 million higher than in the prior year. Approximately 
one-half of the Bank’s Domestic loan losses were concentrated 
in the energy sector. Excluding the special loss provision, the 
Bank’s 1987 International loan loss experience was $225 
million, compared with $435 million a year ago. This decline 
is primarily due to the exclusion of the general provision from 
this year’s figure. 

The provision for loan losses, which is the amount charged 
to income based on a prescribed five-year averaging formula, 
amounted to $842 million, up $25 million from 1986. This 
figure reflects this year’s removal from the prescribed averag- 
ing formula of those portions of both loan loss experience and 
eligible loans related to the Bank’s special provision for losses 
on country lending. 


OTHER INCOME 


An increasing share of the Royal Bank’s overall revenue is 
generated from the marketing of a wide variety of fee-based 
financial products and services for both consumer and corpo- 
rate clients. Such revenues, referred to as other income, 
increased 29% to $1,171 million. Higher revenues from foreign 
exchange activities, loan fees, and securities commissions 
were responsible for much of the increase from a year ago. In 
addition, the Bank realized a pre-tax gain of $49 million on the 
disposal of its former main branch in London, England. The 
decision to dispose of this property was taken as a result of the 
completion of RBC Centre, the Bank’s new London headquar- 
ters, which will house all of the Bank’s operations in that city. 


NON-INTEREST EXPENSES 


In fiscal 1987, the Bank made good progress in the area of 
expenditure control as year-over-year growth in total non- 
interest expenses was reduced to 7.1% from 11.5% in 1986. 
Staff costs, which account for roughly 60% of the Bank’s total 
non-interest expenses, increased by less than 6% in 1987. This 
rate of growth reflects general merit increases for employees 
as well as costs associated with various strategic initiatives and 
the Bank’s network restructuring program. 

The Royal Bank possesses Canada’s largest network of auto- 
mated teller machines and is a leading provider of computer- 
based financial services. In addition, the Bank strives, 
wherever possible, to utilize advanced technologies to 
improve efficiency in the delivery of traditional banking 
products. Not surprisingly, our substantial investment in com- 
puters and other technology-related equipment forms a major 
part of our total premises and equipment costs. In 1987, total 
premises and equipment costs rose 8% to $408 million. 

Other expenses, which are comprised of a wide range of 
miscellaneous business costs, totalled $592 million, up 9% 
over 1986. Well over half of the rise in this category stemmed 
from increases in business and capital taxes and deposit 
insurance premiums. 
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QUARTERLY HIGHLIGHTS OF EARNINGS (AS A % OF AVERAGE ASSETS) 


(taxable equivalent basis) Q4 Q3 Q2 Qi Q4 Q3 Q2 QI 
1987 1987 1987 1987 1986 1986 1986 1986 
INGtINTELestInCcOMeCe tT canter ere eee 3.04% 2.95% 3.05% 2.92% 2.95% 2.96% 3.06% 3.02% 
Provision for loanlosses. ease ee (.81) (.76) (.92) (.88) (.89) (.84) (.84) (caf) 
2.23 2.19 2.13 2.04 2.06 Phyl) Pa spap) Hepa, 
Otherincomes se ie ee noe 1.15 1.37 1.16 Ae) 93 192, 94 90 
3.38 3.56 3.29 3.03 2.99 3.04 3.16 S205 
Non-interest'expenses: 9 .20...-2. 5-6 (2.38) (2.30) (2.40) (2.20) (2.26) (2.28) (2225) (2.10) 
1.00 1.26 -89 -83 Af) .76 con 105 
INCOMECAKCS MEE eae eT eee (.45) (.59) (.41) (.38) (.28) (.31) (.38) (.47) 
INCITS OOVMER GI aaa sces sumonuAehaOes 55% .67% 48% 45% 45% 45% 53% 58% 
Net income (Simillions)* —)aqaneee eee $ 141 $ 170 $ 116 $ 114 $ 111 $ 112 $ 125 $ 141 
Average total assets ($ billions) ......... $101.0 $100.5 $ 99.0 $100.4 $98.7 $97.8 $97.5 $96.5 
ReMIENONEGQUILy: eee eerie eres 14.6% 14.8% 10.0% 10.0% 10.2% 10.5% 12.8% 14.5% 
*before special provision for losses on country lending 
FOURTH QUARTER 1987 CAPITAL FUNDS 


In the fourth quarter of 1987, the Royal Bank recorded net 
income of $141 million, up $30 million or 27% from the same 
three-month period in 1986. Basic earnings per share were 
$1.03 while fully diluted earnings per share amounted to 
$0.99, up $0.14 and $0.16 respectively from a year ago. At 
.55%, return on assets was 10 basis points higher than last 
year’s level. 

Quarterly earnings from Domestic operations totalled a 
record $128 million, an increase of $32 million from the 
fourth quarter of 1986. This 33% improvement in net income 
was mainly attributable to continued excellent performances 
in retail banking and treasury activities. 

Relative to last year’s fourth quarter, International net 
income declined $2 million to $13 million. Brazil’s continuing 
interest moratorium on most of its foreign bank debt and 
lower revenues from investment banking activities were 
partly offest by an improvement in other income and a 
reduction in the provision for loan losses. 

Other income strengthened considerably in the fourth quar- 
ter of 1987, rising $60 million or 26% from the corresponding 
period in 1986, to $292 million. Higher revenues from foreign 
exchange, loan fees, and securities commissions were primar- 
ily responsible for the increase over last year. 

The provision for loan losses was $205 million in the fourth 
quarter, $17 million below the figure of a year ago. 

Quarterly non-interest expenses totalled $606 million, an 
increase of 7.8% from the same three-month period in 1986. 
Compared to last year’s fourth quarter, higher pension costs 
and increases in business and capital taxes, as well as in 
deposit insurance premiums, were major factors behind the 
rise in expenses. Excluding the above special items, the 
increase in non-interest expenses would have been 5.6%. 


At October 31, 1987 the Royal Bank’s total capital funds, 
which comprise common and preferred shareholders’ equity, 
appropriations for contingencies, and subordinated deben- 
tures, stood at $5.9 billion. This is a reduction of approxi- 
mately $800 million from year-end 1986, and largely reflects 
the impact of the $800 million after-tax charge to earnings 
stemming from the special loss provision. This $800 million 
charge and the repayment of $290 million in maturing deben- 
tures were partly offset by $226 million in operating income 
(after deducting dividends) and $95 million in new common 
equity raised through the Bank’s Shareholder Dividend and 
Share Purchase Plan. 

As a result of the special loss provision, the Bank’s capital 
ratios declined in fiscal 1987, although they still remain within 
regulatory guidelines. At year-end 1987, the base capital ratio 
was 3.7%, the base capital equivalent ratio 4.1%, and the 
adjusted total capital ratio 5.0%. Although these ratios now 
stand at about the same level as at the end of fiscal 1985, it 
should be noted that there has been a marked improvement in 
the risk profile of the Bank’s assets over the past few years. 

Prior to fiscal year-end, the Bank announced an increase in 
its quarterly dividend from $0.50 to $0.52 per common share, 
bringing the annual dividend rate to $2.08 per share. During 
the year the Bank called for redemption of its 1991 11-1/4% 
debentures, virtually all of which were converted into com- 
mon shares. This has resulted in an addition of approximately 
$260 million to common shareholders’ equity and an equiva- 
lent reduction in the Bank’s outstanding debentures. 

It is worth emphasizing that, excluding the impact of the 
special loss provision, the Bank’s internal capital generation 
improved in 1987, due mainly to higher core earnings and a 
reduction in the excess of loan loss experience over the 
provision for loan losses. Given our expectation of improved 
earnings performance and a substantially lower level of loan 
losses in the coming years, this positive trend should accelerate. 


FINANCIAL STATEMENTS 
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MANAGEMENT’S RESPONSIBILITY FOR FINANCIAL REPORTING 


These financial statements were prepared by the management 
of The Royal Bank of Canada. While the form of the financial 
statements and the accounting policies to be followed are 
prescribed by the Bank Act and related rules issued by the 
Superintendent of Financial Institutions, many amounts 

must of necessity be based on the best estimates and 
judgments of management. 

In discharging its responsibility for the integrity and fairness 
of the financial statements and for the accounting systems 
from which they are derived, management maintains the 
necessary system of internal controls designed to provide 
assurance that transactions are authorized, assets are safe- 
guarded and proper records maintained. These controls 
include quality standards in hiring and training of employees, 
written policies and procedures manuals, a written corporate 
code of conduct and accountability for performance within 
appropriate and well defined areas of responsibility. 

The system of internal controls is further supported by an 
inspection staff which conducts periodic inspections of all 
aspects of the Bank’s operations. In addition, the Bank’s Chief 
Inspector has full and free access to the Audit Committee of 
the Board of Directors which oversees management’s respon- 
sibilities for financial reporting. The Audit Committee is 
composed entirely of directors who are neither officers nor 
employees of the Bank. 


The Superintendent of Financial Institutions, at least once a 
year, makes such examination and enquiry into the affairs of 
the Bank as he feels necessary to satisfy himself that the 
provisions of the Bank Act, having reference to the safety of 
the depositors and shareholders of the Bank, are being duly 
observed and that the Bank is in a sound financial condition. 

Touche Ross & Co. and Deloitte Haskins & Sells, the inde- 
pendent auditors appointed by the shareholders of the Bank, 
have examined our financial statements in accordance with 
generally accepted auditing standards and their report fol- 
lows. The shareholders’ auditors have full and free access to 
the Audit Committee to discuss their audit and their related 
findings as to the integrity of the Bank’s financial reporting 
and the adequacy of the system of internal controls. 


ALLAN R. TAYLOR 
Chairman and Chief Executive Officer 


A. H. MICHELL 
Vice-Chairman 


AUDITORS’ REPORT 
To the Shareholders, The Royal Bank of Canada 


We have examined the consolidated statement of assets and 
liabilities of The Royal Bank of Canada as at October 31, 1987 
and the consolidated statements of income, appropriations for 
contingencies and changes in shareholders’ equity for the year 
then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered 
necessary in the circumstances. 

In our opinion, these consolidated financial statements 
present fairly the financial position of the Bank as at October 
31, 1987 and the results of its operations for the year then 


ended in accordance with accounting principles prescribed by 
the Bank Act applied, except for the method of accounting for 
the special provision for losses on country lending as explained 
in note 2 to the consolidated financial statements, on a basis 
consistent with that of the preceding year. 


TOUCHE ROSS & Co. 
DELOITTE HASKINS & SELLS 


Chartered Accountants 


Montreal, December I, 1987 


CONSOLIDATED STATEMENT OF INCOME 
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(in thousands of dollars) Year Ended Year Ended 
October 31, October 31, 
1987 1986 
Interest Income 
OE Gide ct ts cm esac aree ast aT cache Pa aoe er cae Ach cee Eee IER ce 7 nv 8 Retr a $6,563,507 $6,922,343 
BCAS CHINA CHO Mme mer etree aie een oe Te eT ee etic. Sat ae aioe ee eee 96,999 65,969 
SC CULLLIC SE tre ea Mama Netcare oes as serene Scent Aucoin Cac. ee a cre 785,403 855,902 
DE POSitshwa tian cae y tet a nt car ae fee ae cee oye ace en ces hese ace ccna id oe a oe es 881,495 1,093,924 
8,327,404 8,938,138 
Interest Expense 
DY CPOSIES crm mets near eM eer cy bd See ahh uae tte Shh ety ge gS acetic evs esa eee 5,304,441 5,975,869 
BAN KtAeD MEU ES eames deta ac et caenzed ce geese eve deat ou eee aun eee tok x18, RE ee OnE ates eas 135,644 l2a29r7 
CO BES a Sa tn Aa Re Mae Apso die Crop iy PT © PN cay rr PARR a me ean mR 42,409 57,975 
5,482,494 6,186,141 
INGE Interes bin CONG ery oa etree sete ecorerds encore GLE nator Frerage ee eeae ie raceet ane ora eR ae ee ea a 2,844,910 2,751,997 
ELOVASIONMO EO atti OSSES(IOLEI2)) s eercarrecetacena tases oy at Jeteetese ner eee ee hsaV Seah as Ss 0 SiR RRP em TO RS 842,000 817,000 
Net Interest Income After Provision for Loan Losses ....... 2.20.00... cc cece ees 2,002,910 1,934,997 
OPEN Ciel COM Cr rena een tet prec en aoe tenet ons cases Nace ean fire Leta ae Pe oe eee 1,170,745 904,378 
Net Interest and Other Income 3,173,655 2,839,375 
Non-Interest Expenses 
SL ATA CS epee eo ae PN ee eaters ceca Tas irereett i aay OPE: lacie Ne peed cn Ce ee ee 1,212,205 1,147,233 
RENSIONAnGtOtMen stat DCTCLIES my erence cccaica. claus sees oon eat nneee wits Grease dscecs RE eet eae a 115,037 107,249 
PreiMmisesianciequipimentinGluding; depreGiatiO ier rs wary yer arc ne rey eer ae eee 407,970 Sie Om 
OED C eae ee ee aes he a a ht cree Neches hr ht ees a as ne ho Nhs ng eR is oR RRR Roe eA 591,923 540,841 
2,327,135 Dag 2e520 
INCt Income Before INC Ome TAKES sige e121 eres rea eye | ee oe re ee 846,520 666,855 
ELV COMME CAK ES TLOLELS) sere peer ate ee aero se eae vee cole a ee eas ala tee ees ea erst galled esa ay 4. 2el ee et eBook eee Eclat hee Be cent 302,000 175,000 
INGcLIncome Before Minority ImterestS on. fcc eee et ee en ee eee eee 544,520 491,855 
MIN OLiGy~iNCErESts MES UD SICAL e Sate rest ya aerate eke tes aueas, cus reas isiys een le mutysynses ge, tures 1 Ge ceeuememre eM go eoecse- espe Rout cekage deities 3,206 2,965 
Net Income Before Special Provision for LOSSES «23... 242 42a as ee eee 541,314 488,890 
Special provision for losses on country lending net of income taxes (note 2) ............. 6. ccc ee cece 800,000 — 
Net Income (Loss) After Special Provision for Losses $ (258,686) $ 488,890 
Income (Loss) per Share (note 4) 
Before Special Provision for Losses 
TRISH Gs cease eedoee es Best em meg ea Re aN ev ete gee Ce OPE BEG cH, Gad nd CD RSA ORR NE eC $4.03 $4.05 
1 EONS ORONO, shes o. th dhe-o. dross, Se ouoetn aac tet etn eeeven aPRRRe OE sen oF Soke Paes PRACT 5.0.08! 0-8 OSUSEnt eens roo ROR O mG Sie $3.83 $3.74 
After Special Provision for Losses 
| BYR hs Bek ye aly tint, BOP sce Ree BI a RNC eg EERE Cees CURRIED GCE RE ceca soin Sana ie ec 20.<) Sips Sispee cunes ean g alder teea Sm $(2.95) $4.05 
Boilie OPTI 6 oo ov nis ane Mace Cee dana bdaa nthe Berle obo EAC ODUM OME SAG Goa omg Sun Gea teeth entre 0s conta BS $(2.95) $3.74 


CONSOLIDATED STATEMENT OF ASSETS AND LIABILITIES 


| SS A SS TPS ES 


(in thousands of dollars) October 31, 
1987 


October 31, 
1986 


ASSETS 


Cash Resources 


Gash and depositsiwithi Bank: Of Gama Gar ase de tay thes cases oy 023 6) 9) Sr APOE OR ena Net ae ire oles keels ele ieee Seles 1es15 $ 1,385,701 
Deposits withother banksisewsee seer sce eas eee tras cs a\> so RR re eT erie rele craic ee ements 12,488,159 1335227326 
13,809,974 14,908,027 
Securities (note 5) 
Issued or guaranteed by Canada wacc 1. samen Cnet tl cit « «1-1/5 Spanner eae ere vee rseseern yenNcentaesPecesetene ance 3,919,760 3,263,469 
Issued or guaranteed by provinces and municipal or school corporations... 2.2.6.6... 0s eee eee ee eee 89,402 33,845 
Other SECULICIES: Sea Pe ee Mee exo cel eee eaetr aos aie Rist vo ova Sear eRe ROP Pau en ee 4,576,642 6,946,564 
8,585,804 10,243,878 
Loans (note 6) 
Day, calland!shortloans toinyesiment dealersiand brokers; SECULER aarreriteials tere ters teet tain tel ele cr tensile ote 716,419 971,568 
LOAans tO DAM KS eo tots eis ert aoe Re rn eons oiling o> 7 EERE er Sten tere ete Riera tra eee ier cere 1,962,322 2,439,163 
Mortgage 1Gains i x Ae SRS ee cee eee Ae ecw SIG CSIR OG. o 0/9 9 OR PRG Ce EEL seo EM Ro aa ge 17,156,880 13,593,157 
OEBEE LOANS 28 SA Teh RO tng 1 RE eT ee an net er, 49,456,918 48,930,313 
69,292,539 65,934,201 
Other 
Gustomers” liabilityqundes acceptances. yer ae een ria <i 2 OEE ee Ee tate tenet ert ey 7,226,439 5,437,753 
Rand® buildings:andiequip ment (72008 7) rrr. ce cet <a. ee to: causa .o ns ARM ea eee Pee eee Ash ternary fasci 1,252,962 1,168,247 
OthErassets(7OLEVS) nc exten eee sce ec csens! se acnseeceut ecebepev ever nis (ers) «+0, AMOR Fe OPI ay NT ea ele cay Greaney aaa 2,002,483 1,914,459 
10,481,884 8,520,459 
$102,170,201 $99,606,565 
(in thousands of dollars) October 31, October 31, 
1987 1986 
LIABILITIES 
Deposits (note 9) 
Payableiom demand: agi. segue east k svete at ose cord oracles. + SAM oper es TMLee eet a seer anes che $ 9,183,874 $ 7,280,967 
Payablevaftermotic ein cae ras: tet ete epics een ee got |, [ee Soprano Pe ab erence ac 28,113,980 24,979,659 
Pavableton'aifixed: date rete: ericaeeie nwa cise ter cate at) cost cor oc EE eee Re ieee Ponte aicre nraraon: 48,513,176 51,992,645 
85,811,030 84,253,271 
Other 
Gheques ancotheritems in transite met ns cir tee ee eta sans ors ce linet tana aaa ate ecteat ct ea tareh cla pad cs taisicten incase 412,151 333,846 
INCCE PACES Errata mer Ree Tee eters te aE ae ee ere Ge a ae Perse ator aaa 7,226,439 5,437,753 
liabilitiesiotisubsidiariesotherthan deposits (770t610) syn ani... 2 scentenenn arene tery eer aera ete terry 329,488 425,754 
Other liabilities: (7G Leelee pyro aie ee ata a a col on, RE on eR Te ea 2,496,606 2,417,179 
Minorityainterests in subsidiaries: srr Puss yun str yeeeg tei enelcastags wis cag Rae RCE STERN OR rast ooh rae ere 9,757 9,299 
10,474,441 8,623,831 
Subordinated Debt 
Bank debentures (HOte 22) peter c oe eect eke techs a eers ere See een ao 0k ee ES RTPI cr Ree 1,520,900 2,067,821 
Capital and Reserves 
Appropriations foricontingenclesizgs wvc fairs ase cle sd cia le) 1s ERR ene cect eet eres erence 100,712 100,712 
Shareholders’ equity 
CapitalistOcke (70 tel 3) srrcsces extn cose varegecsrore: aise eres Ae aga oh 1b ce ae eee ney RR Racecar 2,557,208 2,217,561 
Retained Carmine... Sag verters scissor stascme el otane testa ees sere ns TOCeateiravol vars Sivh HO MURR IER A at at CAME SOR se aye ne POS 1,705,910 2,343,369 
4,363,830 4,661,642 
$102,170,201 $99,606,565 


_ — —_Rn—n—« SS 


ALLAN R. TAYLOR JOHN E. CLEGHORN 
Chairman and Chief Executive Officer President 


CONSOLIDATED STATEMENT OF APPROPRIATIONS 
FOR CONTINGENCIES 


SS aS SS SS SS aS SSS SSS SSS SSS SS A AS SES 


(in thousands of dollars) Year Ended Year Ended 
October 31, October 31, 

1987 1986 

Balance at Beginning of Year (including tax-deductible of nil in 1987; $48,409 in 1986).........0.0..0.0000-- $100,712 $100,712 

OSSIEXPEHIENCe OM lOANS(HOLE2) Mate a ee ee ee Ten ara. nie 2a ee en ene (900,000) (975,000) 
PrOvisiontonloanlossesineludedinithe statement ol lNCOnIG srt. 12 ene er 842,000 817,000 
ransfes from RetainedBarnin gs; \sacec ree rete teeters ee eos atc. 00's OR ee eT: 58,000 158,000 
Balance at End of Year (including tax-deductible of nil in 1987 and 1986) $100,712 $100,712 


CONSOLIDATED STATEMENT OF CHANGES IN 
SHAREHOLDERS’ EQUITY 


(in thousands of dollars) Year Ended Year Ended 
October 31, October 31, 
1987 1986 
Capital Stock 
BalanceapBe sinning Of Yar cso yececicrs eh are eos Wee aera hee esas se oayayecal a 4.408, 5)s 2 0 hs 2 A REN oe ee cco $2,217,561 $1,839,009 
ISSUCLOR Preferred SHAVES is otha simescistew cla a a4 ion eiein hat eias. dha, sigtook a Aunts ida dG, cin, Re SRM een Reaatenea che aes _— 150,000 
ESSUGOMCOMIMM ONES IVATES Peper ess ebro ete cuore eden ei ahaa AR OTRIG Sey As 10. OKI tee 352,195 230,732 
Ercterredishares purcchasca tor Cancellations armen areciemmcrctacraeid ccs 3G. s 6 © 5,0, > SEEM RIe eaeeIeriereroeree (5,018) (4,510) 
ranslavion adjustment onlshares issued in fOLCIgMCUGCENGY) ore rane. oars eels cis) s-s) 1 tenement ane erete neni eects (7,530) 2,330 


Balance at End of Year $2,557,208 $2,217,561 


Retained Earnings 


BalancesateB cgi noc ls Nearer rer ny set see eels he eta c tech otc vn hte ales cid ny 5: ERR Reg peace nse eect ee $2,343,369 $2,228,130 
Netincome (loss) afterspecial provision fOr LOSSES! he acres ciwisletescis sie e oH a cera ws: ncaseratanenspeeaie auetebeyetel ps) eietelesstsitersiera) © (258,686) 488,890 
Doha talesava Er G7 ay yey 1S) os acetal eRe eee Rear Ces cen PRC ins Lae OER 2s C0-0 SORA RE Ob Gag haus OEse (315,460) (280,758) 
Gainionipreterred shares pugchased for cancellation ayes sels ects) iets els oe = «ns nee eal oe tele eeaieae 201 147 
iranster LOLA pPLOpriallons LOL COMLMOEIICIES vapteta aieietever betel iy aie series kot eierors ort stl tet eae tea Rene aed led eit et PSI eee (58,000) (158,000) 
Incometimesnelalechio the abOv.ectNamStet ((2OCCI) meter cisyier sir sreueriee silane ets atten eet nent meee eel ene ete ea — 86,000 
EXPENsesiOhisnaletssues MeL OftCOMeItAXes| (7201013) mei teltycrs ate erate tcke ris) <r el = elelede) tele tgieee tetera eet etc ae (500) (3,100) 
Unrealized foreign currency translation losses net of income taxes (mote 3)... 0.666.602 cece eee eee (5,014) (17,940) 
Balance at End of Year $1,705,910 $2,343,369 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


(all tabular figures are in thousands of dollars) 


aE 


1. SIGNIFICANT ACCOUNTING POLICIES 


The consolidated financial statements of The Royal Bank of Canada 
are prepared in accordance with accounting principles prescribed by 
the Bank Act and the related rules issued by the Superintendent of 
Financial Institutions under the authority of the Minister of Finance, 
and other prevailing practices of the banking industry. These regula- 
tions require the Bank to carry its assets and liabilities on the historical 
cost basis and to follow the accrual method of accounting. 


The accounting principles followed in determining Net Income 
conform in all material respects with accounting principles generally 
accepted in Canada except for (i) the deferral of gains and losses on 
the disposal of debt securities, (ii) the accounting for losses on loans 
and (iii) the translation of foreign currencies. 

The significant accounting policies of the Bank are 
summarized below: 


Basis of Consolidation 

The consolidated financial statements include the assets and liabilities 
and results of operations of all subsidiaries after elimination of 
intercompany transactions and balances. The Bank accounts for the 
acquisition of subsidiaries using the purchase method; any difference 
between the cost of the investment and the fair value of assets 
acquired is amortized over appropriate periods varying 

from 5 to 25 years. 


Investments in associated corporations (corporations owned 
between 20% and 50%) are accounted for using the equity method. 
The Bank’s share of earnings of these associated corporations and 
gains and losses realized on dispositions of investments in associated 
corporations are included in income from securities. 


Translation of Foreign Currencies 
Assets and liabilities denominated in foreign currencies are translated 
into Canadian dollars at rates prevailing on the balance sheet date; 
income and expenses are translated at prevailing quarter-end rates. 
Foreign exchange trading positions, including spot and forward 
contracts, are valued monthly at prevailing market rates and the 
resulting gains and losses are included in ‘“‘Other income’’. Realized 
gains and losses on foreign exchange transactions are also included 
in ‘Other income”’. 


Unrealized foreign currency translation gains and losses (net of 
hedging gains and losses) on investments in foreign branches, sub- 
sidiaries and associated corporations are recorded in Retained Earn- 
ings. On disposal of such investments, the accumulated net translation 
gain or loss is included in income. 


Securities 
Securities comprise investment account and trading account securities 
as well as loan substitute securities. 

Investment account securities are carried at amortized cost. Premi- 
ums and discounts are amortized to income using the yield method 
over the period to maturity of the related securities. Gains and losses 
realized on disposal of debt securities other than Treasury Bills are 
deferred and amortized to income over five years. Gains and losses 
realized on disposal of other investment securities and write-downs to 


reflect permanent impairment in value are included in income in the 
period in which they occur. 

Trading account securities are carried at estimated current market 
value. Gains and losses realized on disposal and unrealized valuation 
adjustments are included in income in the period in which they occur. 

Loan substitute securities are accorded the accounting treatment 
applicable to Loans. 


Loans 

Loans are stated net of unearned interest and provisions for losses. 
Specific provisions are established on a loan-by-loan basis to recognize 
anticipated losses on all types of loans except credit card balances, 
which are written off when no payment has been received for 180 
days. General provisions are made in respect of aggregate exposure in 
a number of troubled countries based on an overall assessment of the 
underlying economic conditions in those countries. Aggregate specific 
provisions and general provisions for losses on loans are increased by 
new provisions (the ‘‘Loss experience on loans’’) and reduced by loan 
write-offs net of recoveries. Loans are written off after all reasonable 
restructuring or collection activities have taken place and the possibil- 
ity of further recovery is considered to be remote. 

The “‘Loss experience on loans’, which in 1987 excludes the ‘‘Special 
provision for losses on country lending” recorded as a direct charge 
to income as explained in note 2, is charged to ‘Appropriations for 
contingencies’’. The “‘Provision for loan losses’’ (based upon a for- 
mula prescribed by the Minister of Finance designed to average the 
loss experience over a five-year period) is charged to income and 
credited to ‘Appropriations for contingencies’. 

Non-performing loans consist of non-accrual loans and renegotiated 
reduced-rate loans. Non-accrual loans are those placed on a cash basis 
because there is reasonable doubt regarding the collectibility of 
principal or interest. Whenever payment of interest is ninety days past 
due, loans other than credit card balances are automatically placed on 
a non-accrual basis except in certain instances where management has 
determined that the collectibility of principal and interest is not 


reasonably in doubt. Upon classification of a loan to a non-accrual 
basis any previously accrued but unpaid interest thereon is reversed 
against income of the current period. In subsequent periods, interest 
received on non-accrual loans is recorded as income only if manage- 
ment has determined that the loan does not require a specific 
provision for loss; otherwise interest received is credited to principal. 
Non-accrual loans are restored to an accrual basis when principal and 
interest payments are current and there is no longer any reasonable 
doubt regarding collectibility. Where a portion of a loan is written off 
and the remaining balance is restructured, the new loan is carried on 
an accrual basis as long as there is no reasonable doubt regarding 

the collectibility of principal or interest and interest is not 

ninety days past due. 

Renegotiated reduced-rate loans provide for a rate of interest lower 
than the prevailing market rates on similar loans to new borrowers. 

Loan fees are included in income as received only where they relate 
to expenses incurred or services performed. Loan rescheduling fees 
and fees received which are in lieu of interest are deferred and 
amortized over the term of the loan. 

Lease receivables, included in Loans on the Statement of Assets and 
Liabilities, represent the aggregate remaining lease payments less 
unearned income. Unearned income, which at the inception of the 
lease represents the difference between total lease payments receiy- 
able and the cost of the leased asset, is amortized to income over the 
lease term so as to yield a constant rate of return on the declining 
balance of the lease receivable. 
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Acceptances 


The Bank’s potential liability under acceptances is reported as a 
liability in the Statement of Assets and Liabilities. The Bank’s recourse 


against the customer in the case of a call on these commitments is 
reported as an offsetting asset of the same amount. 


Land, Buildings and Equipment 

Land, buildings and equipment are reported at cost and are depreci- 
ated principally on the straight-line method over their estimated 
useful lives as indicated below. Gains and losses on disposal are 
recorded in income. 


Buildings 

Computer equipment 

Furniture, fixtures and other 
equipment 

Leasehold improvements 


20 to 50 years 
3 to 10 years 


7 to 10 years 
term of lease plus first option 
period 


Appropriations for Contingencies 

The Bank maintains appropriations for contingencies with respect to 
possible unforeseen losses on loans (in addition to specific provisions 
for losses on identified loans and general provisions for losses on 
lending to troubled countries). Transfers may be made from Retained 


Earnings to Appropriations for Contingencies and, of such transfers, 
the maximum amount which may be made on a tax-deductible basis is 
prescribed in regulations of the Minister of Finance. 


Interest Rate Futures and Future Rate Agreements 
The Bank uses interest rate futures and future rate agreements in 
trading activities and to hedge interest rate exposure on assets, 
liabilities and anticipated transactions. 

When used in trading activities, interest rate futures and future rate 
agreements are marked to market and the resultant gains and losses 
are recognized in current income. 


When used for hedging purposes, gains and losses on interest 
rate futures and future rate agreements are generally deferred and 
recognized in income over the expected remaining life of the 
hedged item. 


Interest Rate and Cross Currency Swaps 
The Bank enters into interest rate and cross currency swaps as an 
intermediary between swapping counterparties in order to earn fee 
income, and as a principal in order to manage interest rate and foreign 
currency exposure. 

When acting as an intermediary, the Bank records fees for arrange- 
ment services in income as received. 


When acting as a principal, the bank accrues income or expense 
associated with interest rate and cross currency swaps over the life of 
the agreements. 


Foreign Currency Options 
The Bank enters into foreign currency options as a writer in order to 
earn fee income, and as a purchaser in order to manage foreign 
currency exposure. 

Both written and purchased foreign currency options are marked to 


market and the resultant gains and losses are recognized in current 
income. For written options, the maximum gain accrued is equal to 
the premiums received at inception; for purchased options, the 
maximum loss accrued is equal to the premiums paid at inception. 


Income Taxes 

The Bank follows the tax allocation basis of accounting under which 
income taxes on specific transactions are recorded in the periods in 
which the transactions are recognized for accounting purposes 
regardless of when the transactions are recognized for tax purposes. 
Income taxes comprise amounts applicable to income included in the 
Statement of Income, to items charged or credited to Retained 
Earnings, and to the tax-deductible transfers from Retained Earnings 


to Appropriations for Contingencies. Deferred income taxes accumu- 
lated as a result of timing differences are included either in ‘“‘Other 
assets”’ or ‘Other liabilities” as applicable. In addition, the Statement 
of Income contains items which are non-taxable or non-deductible for 
income tax purposes. Such permanent differences cause the income 
tax provision to be different than it would be based on statutory rates. 


Pension Plan 

The Bank maintains a defined benefit pension plan which is available 
to all employees after five years service or at age 25, ona contributory 
or anon-contributory basis. The plan provides pensions based on 
years of service, years of contribution, and final average earnings. 

An actuarial valuation is performed each year to determine the 
present value of the accrued pension benefits, based on projections of 
employees’ compensation levels to the time of retirement. Pension 
fund assets are carried at adjusted market values. 

Pension expense consists of the aggregate of (a) the actuarially 
computed cost of pension benefits provided in respect of the current 


year’s service, (b) imputed interest on the funding excess or deficiency 
of the plan and (c) the amortization over the expected average 
remaining service life of employees of (i) the unamortized past service 
pension contribution existing as at October 31, 1985, the date the 
current accounting policy commenced (ii) the funding excess or 
deficiency existing as at the date of the latest actuarial valuation and 
(iii) any experience gain or loss during the year. 

The cumulative difference between the funding contributions 
and the amounts recorded as pension expense is reflected in 
“Other assets’’. 


SNe enelellledeummeueeclememmiee 


2. SPECIAL PROVISION FOR LOSSES ON COUNTRY LENDING 


Due to the uncertainties surrounding the collectibility of loans to 

34 countries which have been designated as troubled by the Superin- 
tendent of Financial Institutions, management determined it neces- 
sary to increase the Bank’s cumulative general provision for losses on 
country lending by $1,400,000,000. 

In accordance with guidelines issued by the Superintendent of 
Financial Institutions, the Bank recorded the increase in its general 
provision in 1987, net of related income taxes of $600,000,000, asa 
separate charge in the Statement of Income rather than as a charge to 
“Appropriations for Contingencies’. Consequently, this special provi- 
sion and the loans to which it relates were not taken into account in 


determining the ‘‘Provision for loan losses’’ under the five-year 
averaging formula. In 1986, the Bank increased its general provision 
for losses on country lending by $265,000,000 and this amount was 
charged to “‘Appropriations for Contingencies’. 

Income taxes related to the ‘Special provision for losses on country 
lending’ have been computed by reference to tax rates expected to be 
applicable in future years, after taking into account the federal 
Government’s recently announced tax reform proposals. 

The cumulative general provision for losses on country lending 
as at October 31, 1987 amounted to $2,019,000,000, representing 37% 
of the aggregate outstanding loans to the 34 designated countries. 
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3. INCOME TAXES 1987 1986 


The total income taxes for the year are reported in the consolidated 
financial statements as follows: 


Statement of Income 


Beforeispectall provistom TOG lOSses cic 6 = cians oie ers ones econ seta esheets et ea ee redo a $ 302,000 $175,000 

Special provision for losses =js,arye «toe ee cise ee ais sags eae te ee ec eee ee (600,000) _— 
Statement of Retained Earnings 

Transfer to appropriations for comtim sen cies arya cicada a leretesed iene teen eestor teleporter at er ssi fete T Tae se Renee _ (86,000) 

lsprqofane{ecyto) mL eEItes Ch (eciag 5 data maa eae AC ep oee COD oer aommop cto Scns SoD Sabo cdmopmoEnNOOnASAw oon aos D (500) (3,000) 

Wnrealized foreignicurrency trans lationllossesicey cise siee oo «ew eeeleetee teat teat tetetate ote ee teva ee eh eee _ (54,000) 
Total Income Taxes $(298,500) $ 32,000 


SR EEE a 
The current and deferred income taxes are as follows: 


CULTENE INCOME CAKES. ce aceucotcce esse cane eee sete ofS non 06 RE $ 95,866 $ 64,933 
Deferred income taxes: ovo ciy <li eee oe meee ve eee a Mie a dt ee ee rma (394,366) (32,933) 
Total Income Taxes $(298,500) $ 32,000 


Income taxes in the Statement of Income (before the special provision for 
losses) are at an effective rate less than the combined federal and 
provincial statutory income tax rate for the following reasons: 


Combined'federaland provincial statutory income tax rate). .... eee eee eee eee 49.8% 50.4% 
Changes in rate resulting from: 
Tax-exempt income from securities, primarily income debentures, 


termipreferredsharesjand)smallibusiness DOMGS eerie) 2 os.) aenneneeteney se eredstear see dieters eta enero a eter (9.2) (13.1) 
Lower average tax rate applicable toiforeienm subsidiaries): - 0... - etme ter eiteteeeter terete enne terete renee (5.8) (ED) 
(01) semis Se net aO cr ea Cae erin ond Satta COONS ond PA ooh esas DomanToch cor eHoboo saocUds 9 — 

Effective income tax rate 35.7% 26.2% 


4. INCOME (LOSS) PER SHARE 


Basic Income (loss) per Share is calculated after deducting preferred exercise of all warrants outstanding as at the beginning of each year or 
dividends of $79,219,000 (1986 — $75,851,113) and is based on the date of issue if later. For purposes of this calculation, adjustments have 
average number of common shares outstanding. The average number been made for the after-tax interest on convertible debentures, the 
of common shares outstanding for the year ended October 31, 1987 dividends on convertible preferred shares and an imputed after-tax 
was 114,665,259 (1986 — 102,110,394). return at an appropriate rate on additional funds of $41,992,500 

Fully Diluted Income (loss) per Share has been calculated on the which would be received on the conversion of the second preferred 
average number of common shares which would have been outstand- shares series A. 


ing in each year assuming conversion of all convertible securities and 


5. SECURITIES Maturity 1987 1986 
Within 1to3 3to5 5to10 Over 10 Carrying Estimated Carrying Estimated 
1 Year Years Years Years Years Amount Market Amount Market 
Value Value 


Loan Substitute Securities (1) 


Income debenturesin.- eee $ 19,198 $ 38,730 $ 13,155 $ 13,155 $ 120,000 $ 204,238 $ 204,238 $ 256,500 $ 256,500 
Small business bonds ........... 2,159 39,321 74,013 _ —_ 115,493 115,493 215,644 215,644 
(Wermipreferredisharesi eee 264,024 313,092 289,993 154,372 45,511 1,066,992 1,066,992 1,472,908 1,472,908 


285,381 391,143 377,161 167,527 165,511 1,386,723 1,386,723 1,945,052 1,945,052 


Investment Account Securities 
Issued or guaranteed by Canada 


ANC PLO VINCCS see ener ate 3,143,934 39,624 266,691 _ - 3,450,249 3,463,670 3,187,703 3,186,693 
Other debt. cacmermcie oes 596,042 211,012 448,289 574,937 117,655 1,947,935 1,939,546 3,372,156 3,401,948 
Otherequity(2) sess ereeern 575,652 575,652 478,704 510,267 509,527 

3,739,976 250,636 714,980 574,937 693,307 5,973,836 5,881,920 7,070,126 7,098,168 

Trading Account Securities ....... 498,129 102,491 210,137 186,844 41,298 1,038,899 1,038,899 1,074,482 1,074,482 
Securities of Associated 

Corporations: (2c eee 186,346 186,346 186,346 154,218 154,218 


$4,523,486 $744,270 $1,302,278 $929,308 $1,086,462 $8,585,804 $8,493,888 $10,243,878 $10,271,920 
a a La ag a ce RO fh a ad 


(1) Loan substitute securities have been structured as after-tax instru- (2) Securities of associated corporations and other equity securities 
ments rather than conventional loans in order to provide the have no stated term and have been classified under the ‘‘over 
issuers with a borrowing rate advantage. The securities bear 10 years’’ column. 


interest at floating rates and are identical in risk and security to 


bank loans of comparable term. 
eee 


6. LOANS, NET OF PROVISIONS FOR LOSSES 1987 1986 
Domestic* 

Day, call and short loans to investment dealers and brokers, secured ...........cc ccc v cc ccccceecveesceeees $ 597,464 $ 858,418 
PrOvAnecsancamMincipallorschool corporations sername tee: ne tet a ve 97,635 182,608 
MEAS CHE CCV Al) CS) eae tre tea er. i Sia oa ve eT ee tie Retire, ceo arr. 21 iectge, 2 TS Ee 615,321 526,652 
GonsumeninstalmentlOans) re <.<n cates osha eRe ss Sash 2 Ee ti toes Gree ae 6,571,615 5,866,345 
Wee Ce Tes CORTE «sloth 9 clu. tee een RE aoe er ie et ET Tre ron One noo Hoe On OUr One ote 15,818,102 12,708,717 
UNG LO AMS eee py le A torch ce caida EPR a eI ER Ey ee te teeta 29,301,721 27 SW OD 
53,001,858 47,900,243 

International* 
MEAS CME CONV ALES ane ome ice cs clea grew aie g ene ches ays cioaees See eee eSe VOOR ee ied dA RSP SIO, 5 EU ATS ALT ATS oes 355,945 291,784 
ASSOCIATE CH COLPOLAM ON Sa. tesa fany. Patient essere ee eo oe cress CRO Pe rer eas mien 83,672 77,216 
LCORVINS THOM ORT) eo. S te ors ara EOD MCMIICeee Ott CaS Eoin CRRA CRES IG ers >, REE CONES 3 ney PRS Re ER Berea, Mins 1,711,859 2,284,070 
(COP T eres Tale aa Y Sia Oe Tr eres Bs itch 3. Pee re A nk ON eae I ef ole he Oe eh aero ae 321,433 450,107 
Wey ETTO OCIS 5 o> aap roe e aati ania GO eects C5 eet ak Roe e An Lee RAI ii cro '0 did) Oo a tieael Re SIDE ae 1,338,778 884,440 
Oth Cel Oat smerny ie, oe hae Ieee eo on eee Reacts 28 See eae se 12,478,994 14,046,341 
16,290,681 18,033,958 
$69,292,539 $65,934,201 


*Domestic loans include all loans booked in Canada, regardless of currency, with the exception of those of the Canadian-based International 


Money Markets. The loans of this unit, together with loans booked outside Canada, comprise International loans. 


Non-Performing Loans, net of Provisions for Losses (included above) 


Non-accrual Loans 


DD OMNES CLC eene ee ere eer anaes Se A scr eR ae ns I Agen toe 6G ra. « RN eee ee ces $1,146,208 $1,566,998 
MECH ACI ON AEM ar ena e de Peace cal hike ra new Beier awe tiny enero th 9 ccc SR ERE Noe 495,531 726,814 
$1,641,739 $2,293,812 

Renegotiated Reduced-Rate Loans 
IDYONAVAT CEs <5 048 Sty a Oo Oo RE LENE OCR OP IESE RS ee co fine-0 6 DS Ceti Cau OORT $86,077 $70,639 
LETTS TT COTO YN les, oc tere ceca recun rigeae eri CRERIEMER Cate eee ak RET ICRC iy Corer RRS cht Ea PREMEMMEI .cc-ooes Gumcy Dak ont Oooo ee eee 1,823 6,473 
$87,900 $77,112 
7. LAND, BUILDINGS AND EQUIPMENT 1987 1986 
Cost Accumulated Net Book Net Book 
Depreciation Value Value 
IWAN IYO ie Gannc ote OMe oe oe EIET OCR CRORE RCE ERECTOR acai ice cee $ 134,210 $ _ $ 134,210 $ 135,953 
BULGiI OSeewehy eae arn nia oniets Siete hte Dalae ae Mio lolon STA ia BOIS HI Tees 790,952 WGA sog/7/l 617,181 552,168 
Gomipacen equipment ee mere ia ner mates sno het ek See 450,586 230,250 220,336 205,408 
BUciiEineyiRtinesranG Othenequip inet enema ten titieici stra ee 386,896 248,374 138,522 134,331 
Leascholdimprovementsjencerrtec nt reer celeritete crete iats it mieele eer 238,633 95,920 142,713 140,387 
$2,001,277 $748,315 $1,252,962 $1,168,247 


Depreciation expense for the year ended October 31, 1987 was $129, 116,000 (1986 — $116, 189,000) 


8. OTHER ASSETS 1987 1986 
INS RVGISHT TSS CES ee Se ee te Ce en eC oe MOM ACRE s wa ago ma wd odo A.D ida aiod $ 830,523 $ 803,454 

Cumulative excess of pension fund contributions 
Oyenthe amounts reCOLrdcdiasie xpeMSewa tery sete tee ky rare see oie ooh Pee eee eae cee acorn er eer 66,633 50,349 
iDYAesare yal ravetoyow en eb Cecnc 4 Glad EGOS an clo OIE ace ide coe Eee OomeMnions drc6 50 bade adtouign ono ads 489,902 95,912 
CE rePaye REN hy 00 aa esa oy teers pel ap aE ga em MPs 85 Ved Tar apuae PA taracatran eas ee 49,314 62,886 
Other items, including accounts receivable and prepaid Expenses. ...... 6.666 e eee eee eee eee eee 566,111 901,858 
$2,002,483 $1,914,459 
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9. DEPOSITS 1987 1986 
Payableon Payableafter Payableona Total Total 
Demand Notice Fixed Date 
Domestic* 

Deposits byi\Canadameroremeeey essere annie a: $ 446,735 $ — $ 600,000 $ 1,046,735 $ 449,054 
Deposits. by provinces ae assner erate ree ee 57,525 63,791 772 122,088 93,753 
Deposits by hanksA. corm arate tence hae sie ee 762,225 66,530 267,221 1,095,976 784,251 
Deposits by individuals eee ere ee eee ae 957,826 22,157,794 15,518,329 38,633,949 36,959,947 
@therdepositsi., ome ale aes t oe te Ceres res 5,199,241 4,588,451 SHAUL -A Lay 15,488,909 13,168,730 
7,423,552 26,876,566 22,087,539 56,387,657 51,455,735 

International * 
IDYjoloe GD | ON FINAN veo onenenogstoonanccesensousuGL — — 30,633 30,633 113,605 
Depositsiby: banks, eres eee ee ee eee eee 418,587 93,321 13,651,882 14,163,790 16,435,022 
Deposits Dyin dividual see ecm eee cere tener ar 429,767 914,284 2,552,240 3,896,291 4,070,713 
OMERAMEPOSIES rem ae Perecieee een reshape me rate ete veo 911,968 229,809 10,190,882 11,332,659 12,178,196 
1,760,322 1,237,414 26,425,637 29,423,373 32,797,536 
$9,183,874 $28,113,980 $48,513,176 $85,811,030 $84,253,271 


*Domestic deposits include all deposits booked in Canada, regardless of currency, with the exception of those of the Canadian-based 
International Money Markets. The deposits of this unit, together with deposits booked outside Canada, comprise International deposits. 


10. LIABILITIES OF SUBSIDIARIES OTHER THAN DEPOSITS 


These liabilities are subordinated in right of payment to claims of the depositors and certain other creditors of the respective subsidiaries. 


1987 1986 
RoyLease Limited 

Long-term notes payable in various amounts to 1997 and bearing interest at rates from 844% to 114% ........ $305,252 $350,034 

The Royal Bank of Canada International Limited ‘ 
TAY DM 100{000:000 bonds ccc ieeate ay a iay he Gasca hie o.4 2 2 0 a I eee ne Pen Ree sakes nce oven nana ea ee = SZ TL 
DY es ay Fo Soy CONE Ng et SOR eter a sire ey Bor RE Snes oy aca eet an ee 8, oc, o "alana BAP ARN Stree cra ee men NGe Mlmeer on thee eaten ere 24,236 22,943 
$329,488 $425,754 
11. OTHER LIABILITIES 1987 1986 
A CCEUEE TNTCEESE racers react ree TT Tee eee ee eI teeny ee $1,278,409 $1,198,711 
AMOUNCS Pay aDLetO DEOKErs deal etsratlG GHEnES IC Unter ore cette tentfire ere 94,088 88,636 
Dividends payable sre aster epee eter le, atch eal =: GROCER Meech ac Laine tec ata nee 79,626 70,112 
Obligationunder capitalleases sme cece orto es ee eRe ce. «NRE ee Pare el toe Rae arenes Ene ee tena 125,265 148,225 
Mnamorized) gainsionidisposalios (epi se Git Cles yee arate tae tte ale engender 43,981 65,778 
@theritems, includine acconuntsipayableand accrued expenses... eee een eae eran eerie 875,237 845,717 
$2,496,606 $2,417,179 


a nS 


12. BANK DEBENTURES 


The debentures are direct unsecured obligations of the Bank and are 
subordinated in right of payment to the claims of depositors and 
certain other creditors of the Bank. 


In accordance with the formula prescribed in the Bank Act, as at 
November 1, 1987 the Bank had the capacity to issue an additional 
$625,000,000 of debentures. 


Maturity Rate 1987 1986 
ADCS LOS TMM gene aan = (2). i RIM coe tine Gees sed ak $ —$ 139,080 
A tbotea iad toi wobec 5 coke SODA CIA cate ne yn Poo) ce at po era i aac aie. esas ie 4 — 75,000 
December wos ieee sre hade sciseasees 72% (1) Callable@ prec serv) cnstvetp geste ns: tear nets 789 789 
APR TSIOSS Mees antes oo . 0 92% (1) Callaic eee hae cee Sata ne 13,847 16,854 
Rebruagy 5-989 mene es ees LOSO°C Re a I eee etre pe UR eee en 75,000 75,000 
November (5 q199 Osean trace teiae scr: (3) ager eesic erence ae rctinntyae ana faye areas 75,000 75,000 
Ze aye WES) WOON Nena 4 A euennle, CAEL Ce SIE ORR 7% (1) Gallablegmrnvscr air cect ita re creme ee erences 2,751 2,762 
Julye2 27099 Ue eecreireyiemicie cise s secs 12% (4) Convertible ccc rct carer circ: ern 100,000 100,000 
Decemocn 9 pLOO Mtr tetra eee ae 1144% (CG) EERE oh 8i Sd Sate ie Se ERR es Staan OB ame ers eul A — 259,629 
itcnemny 153, ISP) snc saehe@oanocgnopaue 9% (1) Callableapresernnort are emer rer aie 30,248 31,347 
Mayall sel 9 OA pearance er oe eee 10% (1) Callableteece eat nc eee eee 32,559 34,141 
December Ms 194 ete cmt eatavceractaert- 10% (1) Callablewre ee kro ere een ee 6,208 6,669 
May 22.2000 Armee ear, oma somone 11%%% (1),(6) Callable on or after November 22, 1992 .... 79,423 97,530 
UVES ZOOS c terarcrae teleraere a Were clr ee rc any (7) Callable on or after July 6,1990............ 460,425 486,780 
Octoperd 2 OSSiracrmmccrinee mare aaraciesre re (8) Callable on or after October 2, 1989 ....... 250,000 250,000 
J UITC O82 OB Sern cerer eee oemaer neeere-honcurae teres (9) Callable on or after June 6,1991............ 394,650 417,240 


(1) Subject to sinking fund provisions. 

(2) The April 7, 1987 debentures were denominated in U.S. dollars 
and were carried at the Canadian equivalent of U.S.$100,000,000. 
These debentures bore interest at a rate equal to the average of the 
six months LIBOR. 

(3) The November 15, 1990 debentures bear interest at a rate of ¥ of 
1% below the Bank’s average Canadian prime rate. 

(4) The July 22, 1991 debentures are convertible at the option of the 
holder up to and including July 21, 1991 into Common Shares at a 
conversion price of $35 per Common Share. These debentures are 
also convertible at the option of the Bank at a conversion price of 
$35 per Common Share if the Common Shares have traded at or in 
excess of certain weighted average prices. 

(5) In January 1987, $257,614,000 of the December 9, 1991 deben- 
tures were converted into Common Shares at a conversion price 
of $30 per Common Share, and the balance of $2,015,000 
was redeemed. 


$1,520,900 $2,067,821 


(6) The May 22, 2000 debentures are denominated in U.S. dollars and 
are carried at the Canadian equivalent of U.S. $60,375,000. 

(7) The July 5, 2005 debentures are denominated in U.S. dollars and 
are carried at the Canadian equivalent of U.S. $350,000,000. These 
debentures bear interest at a rate of 4o of 1% above LIBOR. 

(8) The October 1, 2083 debentures bear interest at a rate of .40% 
above the 30-day Bankers’ Acceptance rate reported by the 
Bank of Canada. 

(9) The June 6, 2085 debentures are denominated in U.S. dollars and 
are carried at the Canadian equivalent of U.S. $300,000,000. These 
debentures bear interest at a rate equal to Ys of 1% above the 
average of the three months LIBOR. In the event of a reduction of 
the annual dividend declared by the Bank on its Common Shares, 
the interest payable on the debentures is reduced pro-rata to the 
dividend reduction and the interest reduction is payable with the 
proceeds from the sale of Common Shares. 


Repayment Schedule 


The aggregate sinking fund requirements and maturities of the Bank’s Wiitthnimiglisy Games ret ete eae ern, ceaceeres che ce ee eset ee Tee ete $ 15,659 
debentures assuming the earliest possible dates of maturity under the Fromulstoi2 sears). amce eacier hing 175 ee eee Oe 84,819 
terms of issue are as follows: ERORMZRONSIVEALS. icons ctarsarin, cists eke heme he tendencies hte 9,819 
ELOmyS CODY CALS reais is.cad Glas casa euceolae < ORR eaote emer 2205242 

FromisitonlOnecars Aerie ner et ten oe ee eer: 63,550 

OV ere OLY CALS rp ter soc.ca, ciara cape oe ee ROR ee fa 1,126,781 

$1,520,900 


a 


ib) 
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13. CAPITAL STOCK 


Authorized Capital Stock 


Preferred — 50,000,000 First Preferred Shares and 50,000,000 Common — 250,000,000 shares without nominal or par value pro- 
Second Preferred Shares without nominal or par value, vided that the aggregate consideration shall not exceed 
issuable in series; the aggregate consideration for which $3,000,000,000. 


all the First Preferred Shares and all the Second 
Preferred Shares may be issued shall not exceed 
$1,250,000,000 in each case. 


1987 1986 
Number Amount Number Amount 
of Shares of Shares 
Outstanding Capital Stock (in thousands) (in thousands) 
First Preferred 
$1.88 Cumulative Redeemable First 
Preferred Shares Series A (1) 
Outstandinerat beginning ofiyecaranrsnee ie ete te sicko eo as een es 5,025 $ 125,623 5,205 $ 130,133 
Purchased foreancellationy. seater ooo oe eee eer ee (201) (5,018) (180) (4,510) 
Outstanding at end of year 4,824 120,605 5,025 125,623 
$1.45 First Preferred Shares Series B, Cumulative 
and Redeemable and Convertible when tendered 
with Common Share Warrants (2) 
Outstanding at end of year 15,000 300,000 15,000 300,000 
Floating Rate Cumulative Redeemable 
First Preferred Shares Series C (3) 
Outstanding at end of year 1,000 100,000 1,000 100,000 
U.S.$ Floating Rate Cumulative Redeemable 
First Preferred Shares Series D (3) 
Outstanding at beginning of years. 5 «cere «cto hen ein sins si nee esenees een 1,000 139,080 1,000 136,750 
Foreigncurrency translationiadjustment va. ascent eee ee tea (7,530) B50) 
Outstanding at end of year 1,000 131,550 1,000 139,080 
Price Adjusted Floating Rate Cumulative 
Redeemable First Preferred Shares Series E (4) 
Issued in April 1986 and 
outstanding at end of year 1,500. 150,000 1,500 150,000 
Second Preferred 
$2.75 Cumulative Redeemable Convertible 
Second Preferred Shares Series A (5) 
Outstanding at beginning ofveatec mia. ei ici teicher 8,399 209,985 8,399 209,985 
Converted: into.Gommon Shares .crrn ee ee ieee arena ete (1) (22) —_— — 
Outstanding at end of year 8,398 209,963 8,399 209,985 
Common 
Outstandingat beginning olay Canara enn e itn reaiecine cane 106,522 1,192,873 99,427 962,141 
Issued monthly under the Shareholder Dividend 
and Share Purchase Plane me en Cocca nt een 2,895 94,576 4,090 128,583 
Wsshied in October 1986 Paes sear witete nt eters Gene ace — _ 3,000 102,000 
issuedon conversion ofPreterred Shares ,1-eiveataateeieir ie ieee 1 27 — _ 
Issted/OniGOnvetsion OL Debentures qaanis are sieieicereiti terete een 8,587 257,614 5 149 
Outstanding at end of year 118,005 1,545,090 106,522 1,192,873 
Total Outstanding Capital Stock $2,557,208 $2,217,561 
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(1) The Bank has undertaken to purchase in each calendar quarter monthly and (i) floats in relation to changes in the Bank’s average 
48,000 of the First Preferred Shares Series A, if available, at prices Canadian prime rate, and (ii) is adjusted upwards or downwards 
not exceeding $25 per share. based on changes in market trading value. The annual dividend 

(2) 7,500,000 Common Share Warrants are outstanding. Each Warrant rate applicable to any month will in no event be less than 55%, or 
entitles the holder to purchase one Common Share at a price of greater than 75% of the average prime rate. The First Preferred 
$40 on or prior to June 9, 1988, subject to adjustment in certain Shares Series E are not redeemable by the Bank prior to April 30, 
events. In addition, each Warrant gives the holder the option to 1991 but thereafter are redeemable at a price per share of $100. 
tender two First Preferred Shares Series B, in lieu of cash, in return The Bank may at any time purchase for cancellation First Preferred 
for one Common Share, subject to adjustment in certain events. Shares Series E at a price per share not exceeding $100. These 
After June 9, 1988, the Bank will have the option to redeem the redemption and purchase for cancellation options are subject to 
First Preferred Shares Series B at $21 per share reducing by $0.20 the consent of the Superintendent of Financial Institutions. 
per year until June 9, 1993 and thereafter at $20. The Bank may at (5) Subject to the Bank’s right of conversion, each Second Preferred 
any time purchase for cancellation First Preferred Shares Series B Share Series A is convertible at the option of the holder up to and 
at a price per share, if purchased at any time on or prior to June 9, including December 8, 1988 into one Common Share upon pay- 
1988, not exceeding $21 and, if purchased thereafter, at a price per ment by the holder of $5, being a conversion price of $30 per 
share not exceeding the then applicable above-mentioned redemp- Common Share, subject to adjustment in certain events. If the 
tion price. These redemption and purchase for cancellation Common Shares trade at a price in excess of 125% of the 
options are subject to the consent of the Superintendent of prevailing conversion price for a specified period, the Bank shall 
Financial Institutions. have the right, upon notice, to convert the Second Preferred 

(3) The dividends on the First Preferred Shares Series C and D are Shares Series A into Common Shares at the prevailing conversion 
determined quarterly by applying to Cdn.$100 and U.S.$100 price. No additional payment will be required from the holders of 
respectively, the greater of (i) 6.67% per annum and (ii) 24 of the Second Preferred Shares Series A so converted. However, during 
Bank’s average Canadian and U.S. prime rates respectively for the notice period, a holder of Second Preferred Shares Series A will 
stated periods. The First Preferred Shares Series C and D are not continue to have the right to convert, at his option, each Second 
redeemable by the Bank prior to June 8, 1989 but thereafter are Preferred Share Series A into one Common Share upon the 
redeemable at a price per share of Cdn.$100 and U.S.$100 respec- payment of $5 per share converted. Commencing January 1, 1989 
tively. The Bank may at any time purchase for cancellation First the Bank has undertaken to purchase in each calendar quarter 1% 
Preferred Shares Series C and D at a price per share, not exceeding of the shares outstanding as of December 10, 1988, if available, at 
Cdn.$100 and U.S.$100 respectively. These redemption and pur- prices not exceeding $25 per share. The Second Preferred Shares 
chase for cancellation options are subject to the consent of the Series A are retractable at the option of the holder on or before 
Superintendent of Financial Institutions. November 9, 1988, for redemption on December 9, 1988 at a price 

(4) The dividend on the First Preferred Shares Series E is determined of $28.75 per share. 

As at October 31, 1987, Common Shares were reserved for Number of shares 

possible issuance as follows: (in thousands) 

SUWncdenmthesharenolden Divi dena and Share Purchase lamiaa eruoterste oie cie--. + tie oiione teem ne tonon ates tenet roel vie nc tona aero mnytellalsie ices een 5,925 

SIPOMGCOMVELSIOMO lie) Ulyec2 199, IWGEDemtUnres te rererte cc ioteye etal ctersieicce oh = io1-. ce 21a olanek detec te atten etek: \sestcee yee tage tis yaaa (iene aicaelegey iy teary 2,857 

SW ponconversion onthe second Preferred | Shares|SEriesiA vin etejet iaje\ 1e.-0e ole + 37 ese ket area RDG Pets t atte ths OE atelectasis 8,398 

=U POMERELEISE Of TACO OMMUOM SMALE! Wy ALU AINCS atte nie goreiy sheds ove is) eae aie e e200) cn) oe ane eae eee ee Ne eon ee 7,500 

24,680 

Dividends Declared 1987 1986 

Preferred 

First Preferred 
SETICST A TT SAP ey Sire Ba ei gare Ap ts SE ae nate pea EOC 74 er ecsnn' 9 eS le TRF AT RE RE RTaSRT Eas Boe emer eee $ 9,231 $ 9,596 
Peer CaN BY so can he ALC Gt Oc OO Dn gO ED Ee OA ESD eae MR REERe I Re? Gc COCO NS sae Eee Oey) C 21,750 21,750 
Castes er: © So SO ee a en ee Cee ee a ee ec ho COCO ROE SA Ene 6,667 7,102 
CPT ATES DF oe te oe ol eee EE Se npn a, ee EO Ret ne Ea ERE rene rb a CKO EO Om nee 8,906 9,433 
ETAT EL put i6 co eS EES Eee ES EOC ARPT POEL ICTR SEPA PSR STA MR ERIE RA TOG» CCC CECAC R RAS Ma IPE ONT IONE 9,568 4,872 
Second Preferred 
(PSTN eine Se ote ne ee ee Se Ce MC TCT OE OS CO et a tierte eae a Grr cke 23,097 23,098 
79,219 75,851 

CELOVITETT OT Log & deen ccterei hardin rrciemeradeln oo coer Be CC NRG Otis CHING D can ROR NO tis 0 ODOR BE mene na TRerN Hay ae RB 236,241 204,907 

$315,460 $280,758 


——————————— ——————— 
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14. PENSION PLAN 1987 1986 


The funding excess as at January 1, 1987 and 1986 is determined as follows: 


Pension fundiassetssat adjusted! market values neers stele otercrst oi elate onto eel) veered teeta skeet eee cesar on $1,252,513 $1,127,170 
Actuatially computed present ivalueof accrued pension benefitS ja. 17.c cet ere ne ere rare y= 1,012,052 900,964 
Funding excess $ 240,461 $ 226,206 


The pension expense (credit) reported in the Statement of Income , 
for the year ended October 31, 1987 and 1986 amounted to: $ (8,915) $  §©(1,346) 


The cumulative excess of pension fund contributions over the amounts 
recorded as expense, reported in ‘“‘Other assets”’ 
as at October 31, 1987 and 1986 amounted to: $ 66,633 $ 50,349 


ye EE SE SEES tae rE I ON RSE A Se eR RT LS TS 
15. COMMITMENTS AND CONTINGENT LIABILITIES 


In the normal course of business the Bank undertakes various commit- Credit risk is the exposure to loss in the event of non-performance 
ments and has contingent liabilities which are not reflected in the by the other party to a transaction, and is a function of the ability of 
financial statements. Management does not anticipate any material the counterparty to honour its obligations to the Bank. For all types of 
losses to result from these transactions. foreign exchange and interest rate contracts, only exposures created 
The commitments and contingent liabilities reported below reflect by movements unfavourable to a customer’s foreign exchange or in- 
various degrees and types of risks, including credit, interest rate, terest rate position create a potential for credit risk. Hence, generally 
foreign exchange rate and liquidity risk. The amounts reported only half of the contract amounts outstanding will be a source of any 
represent financial commitments to perform, but do not necessarily credit risk at a particular point in time, and then only for an amount 
reflect the economic risks associated with the commitments. equal to changes in foreign exchange or interest rates. The Bank 
Many commitments to extend credit do not ultimately involve any controls all credit risks through credit approvals, limits and monitor- 
outlay of funds to customers and therefore have neither liquidity nor ing procedures. 
credit risk. Foreign exchange and interest rate contracts, since they Certain foreign exchange and interest rate contracts are entered into 
generally consist of offsetting commitments, involve limited foreign by the Bank to reduce the exposure of certain assets and liabilities on 
exchange and interest rate risk to the Bank. the balance sheet to foreign exchange or interest rate risk. 
1987 1986 
Liquidity Products — 
Guatanteesiand Standby Lettersiofi Credit(l) Gamece oe ccc = os ee eee elena etree ete eso $ 3,918,879 $ 3,257,851 
Documentary and: CommercialliettersofCredite eae eee 3 = 7 See ener nee ee eee ee 2,387,568 2,292,869 
Gommiutments to!Extemdi@redit(2)i raat evecare ete PT Tete 53,728,635 42,398,579 
NoteJssuance Facilities/Revolvine Underwriting Facilities... «7a een er ein rere 1,261,295 1,386,759 
Foreign Exchange and Interest Rate Contracts — 
Foreign Exchanve Korward\Contracts(3)ip ene eee 2 oe eee eee eee 158,561,149 120,119,124 
Foreign’ Currency and Interest Rate RUtuces aye man cerct is «coin ee Reenter ieee ere et ee ate eee va 6,613,915 5,231,911 
Buture RateA Cre ements xe yerect te eee ere ce ES. IPRs SiSie cS EEE ca CRT ee Tee 8,530,993 25055770 
FOreigi Currency and IntereseRate’© ptions emai eee ne on eee rere eee ee ene 652,207 389,007 
Rorcign Currency, and interest Rate S Wapsyecen aac. mains aeons, «vipa pa ere ene ee ey an ea Poe rare er 28,671,083 16,964,773 
(1) Guarantees and standby letters of credit include those to (3) Foreign exchange forward contracts represent commitments to 
associated corporations of $16,294,000 as at October 31,1987 purchase foreign currency and Canadian dollars, including 
(1986 — $47,833,000). undelivered spot transactions. 
(2) Commitments to extend credit represent unused portions of (4) The above amounts, except for those relating to guarantees and 
authorizations to extend credit in the form of loans, bankers’ letters of credit, are as at September 30. 


acceptances, guarantees or letters of credit. 


Lease Commitments Litigation 

Minimum future rental commitments for buildings under long-term Various legal proceedings are pending against the Bank and its 
non-cancellable leases for the next five years are: subsidiaries. Management considers that the aggregate liability result- 
NOS Bey eatcsusts see sence ee Meta) eth me ace aaonen eonclos Grer beret: $77,825 PIN Sales EOS See 

NOX OTE: cir CHORE IRA GAL yo nOlieer ait aS mere ei onda oe 71,008 

DOD Orato irey latter varanasi tisteteayers borane halon ape er oaeeenece eit 64,047 

EO es rveresymic eae alae Tetiemersiees eke eaacae ts es yaraver eayoicRa ea eretote ters 56,370 

MOEA SMe OR Cio LOMO G He DRT Re eo T NT) ae laa ne 47,556 


Annual rental commitments after 1992 are in decreasing amounts. 
ee ee 
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16. DOMESTIC AND INTERNATIONAL OPERATIONS 


The Bank considers its Domestic Operations to include all business make a definitive division of its Domestic and International Opera- 
transacted in Canada, regardless of currency, with the exception of tions, appropriate allocations are made for (a) the cost of funds related 
the Canadian-based activities of International Money Markets. This to liquidity and capital computed on the basis of marginal costs of 
unit, together with the Bank’s business carried on outside Canada, funds, and (b) corporate non-interest expenses. 


comprise International Operations. While it is not practicable to 


Domestic International Total 
1987 1986 1987 1986 1987 1986 
Net interest income — taxable equivalent basis............... $2,490,124 $2,192,076 $506,574 $733,740 $2,996,698 $2,925,816 
Deduet laxableicquivalentadjustment* 22-4559) 4enee eee 122,258 147,057 29,530 26,762 151,788 173,819 
Net interest income — financial statement basis .............. 2,367,866 2,045,019 477,044 706,978 2,844,910 2,751,997 
RroOvisiOn romloanlossesmerisant ata Le eee 530,000 445,000 312,000 372,000 842,000 817,000 
1,837,866 1,600,019 165,044 334,978 2,002,910 1,934,997 
@ihemincOmerra gar eMy Me eras cits ce As Rise en Ree 799,572 660,765 371,173 243,613 1,170,745 904,378 
2,637,438 2,260,784 536,217 578,591 3,173,655 2,839,375 
WOU-LUTEEESE EXPENSESimapseiye are wae Heros wcam ee 1,819,270 1,685,854 507,865 486,666 2,327,135 2,172,520 
818,168 574,930 28,352 91,925 846,520 666,855 
EEC OTELGACTX CS OMe pane RR rc oer se Ses Par eet cence ae ee 344,000 214,500 (42,000) (39,500) 302,000 175,000 
474,168 360,430 70,352 131,425 544,520 491,855 
MIMO GIbYAIMLGL ES (State rsee ear eas an ee ey tunes a _ = 3,206 2,965 3,206 2,965 
Net income before special provision for losses $ 474,168 $ 360,430 $ 67,146 $128,460 $ 541,314 $ 488,890 
Average total assets $68,600,000 $64,000,000 $31,800,000 $33,700,000 $100,400,000 $97,700,000 
*The taxable equivalent adjustment represents a credit to interest rate of 49.8% in 1987 and 50.4% in 1986, would result in the same 
income in order to gross up the tax-exempt income earned on certain after tax net income as appears in the financial statements. The 
securities (primarily small business bonds, income debentures and gross up of such income to a taxable equivalent basis permits a 
term preferred shares) to an amount which, had it been taxable at a uniform measurement and comparison of net interest income. 
17. SUBSEQUENT EVENT 
On December 1, 1987, the Bank agreed to make an offer to purchase book value. A new class of shares will be created by Dominion 
75% of the shares of Dominion Securities Limited for a consideration Securities to permit active employees to purchase at book value up to 
of approximately $384,000,000, expected to be paid $128,000,000 in a 25% equity interest over time. 
cash and $256,000,000 through the issuance of Bank Common Shares. The transaction is subject to regulatory approval and acceptance by 
As part of the agreement, Dominion Securities will purchase the the shareholders of Dominion Securities. 


remaining shares over three years at a price equal to 1.5 times the then 


CORPORATIONS IN WHICH THE BANK OWNS MORE THAN 10% OF THE VOTING SHARES 


EEE 


Name Principal Office Carrying Value Percent of 
Address of Voting Shares Voting Shares 
owned by owned by 
the Bank* the Bank 

Royal Bank Mortgage Corporation Montreal, Canada $566,752 100% 
RoyLease Limited Toronto, Canada 65,107 100 
Royal Bank Realty Inc. Montreal, Canada 81,259 100 
Globe Realty Management Limited Toronto, Canada 100 
Royal Bank Export Finance Co. Ltd. Toronto, Canada 4,985 100 
Royal Bank Capital Corporation Toronto, Canada 6,852 100 
RoyNat Inc. Montreal, Canada 31,972 42 
Chargex Ltd. Montreal, Canada 25 
RBC Holdings (USA) Inc. New York, U.S.A. 182,697 100 
The Royal Bank and Trust Company New York, U.S.A. 100 
RBC Holdings (Delaware) Inc. Wilmington, U.S.A. 100 
RBC Systems (USA) Inc. Jersey City, U.S.A. 100 
Royal Bank de Puerto Rico San Juan, Puerto Rico 46,363 100 
RBC Servicios Tecnicos C.A. Caracas, Venezuela 90 100 
The Royal Bank of Canada (Middle East) S.A.L. Beirut, Lebanon 42 55 
RBC Australia Holdings Limited Sydney, Australia 98,110 100 
National Mutual Royal Bank Limited Melbourne, Australia 50 
RBC Australia Finance Limited Sydney, Australia 50 
RoyAust Management Limited Sydney, Australia 50 
Capel Court Corporation Limited Melbourne, Australia 50 
National Mutual Royal Savings Bank Limited Melbourne, Australia 50 
The Royal Bank of Canada (Asia) Limited Singapore 144,993 100 
The Royal Bank of Canada Representacoes S/C Ltda. Sao Paulo, Brazil 395 100 
Royal Bank (Barbados) Financial Corporation Bridgetown, Barbados 593 100 
R.B.C. Bay Street Properties Limited Nassau, Bahamas 453 100 
R.B.C. Bahamas Limited Nassau, Bahamas WL. 7 1 100 
Favourable Investments Inc. Hong Kong 25 
Canadian Overseas Development Company Limited Hong Kong 2 
RBC International Insurance Company Ltd. Bridgetown, Barbados 100 
The Royal Bank of Canada International Limited Nassau, Bahamas 100 
R.B.C. Investments Limited Nassau, Bahamas 100 
Finance Corporation of Bahamas Limited Nassau, Bahamas BD 
The Royal Bank of Canada (Barbados) Limited Bridgetown, Barbados 100 
RoyMidEast Limited George Town, Grand Cayman 100 
RoyCan International Banking Limited Nassau, Bahamas 100 
China Investment and Finance Limited Hong Kong 50 
Banco Royal Colombiano Bogota, Colombia 3,207 49 
Banco Royal do Canada (Brasil) S.A. Sao Paulo, Brazil 30,375 100 
Ouvidor Industria E Comercio Ltda. Rio de Janeiro, Brazil i 100 
Multinational Orion Leasing Holdings N.V. Amsterdam, Netherlands 605 100 
Orion Export Leasing Limited George Town, Grand Cayman 100 
Orion Leasing Nederland B.V. Amsterdam, Netherlands 100 
Orion Leasing Singapore Pte. Limited Singapore 100 


A a a a a a Ee 
*The carrying value (in thousands of dollars) of voting shares owned 
20% or more by the Bank is stated at the Bank’s equity in such 
investments. 
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Name Principal Office Carrying Value Percent of 
Address of Voting Shares Voting Shares 
owned by owned by 
the Bank the Bank 

RBC Holdings (Guernsey) Limited Guernsey, Channel Islands $18 100% 
The Royal Bank of Canada Trust Company (Asia) Limited Hong Kong 100 
The Royal Bank of Canada International (Cayman) Limited George Town, Grand Cayman 100 
RBC Finance B.V. Amsterdam, Netherlands 481,190 100 
The Royal Bank of Canada (France) Paris, France 100 
Royal Canada Gestion S.A. Paris, France 100 
Orion Multinational Services Limited London, England 100 
Orion Multinational Services Inc. New York, U.S.A. 100 
Orpac Holdings Limited Hong Kong 100 
The Royal Bank of Canada (Suisse) Geneva, Switzerland 100 
The Royal Bank of Canada A.G. Frankfurt, Germany 100 
Intercontact GMBH Diisseldorf, Germany 100 
The Royal Bank of Canada (Belgium) S.A. Brussels, Belgium 100 
The Royal Bank of Canada (Channel Islands) Limited Guernsey, Channel Islands 100 
The Royal Bank of Canada Investment Management (Guernsey) Limited Guernsey, Channel Islands 100 
RBC Offshore Fund Managers Limited Guernsey, Channel Islands 100 
The Royal Bank of Canada Trustees (Jersey) Limited Jersey, Channel Islands 100 
The Royal Bank of Canada Trustees (Guernsey) Limited Guernsey, Channel Islands 100 
RoyCan Trust Company, S.A. Geneva, Switzerland 100 
InchRoy Credit Corporation Limited Hong Kong 70 
The Royal Bank of Canada Holdings (U.K.) Limited London, England 100 
Libra Bank Limited London, England Lit 
The Royal Bank of Canada Trade Finance Limited London, England 100 
RBC Trade Finance Servicos Ltda. Sao Paulo, Brazil 100 
RBC Trade Finance Inc. New York, U.S.A. 100 
RBC Trade Finance S.A. Brussels, Belgium 100 
The Royal Bank of Canada Forfait Finance Limited London, England 100 
The Royal Bank of Canada Trade Credit Limited London, England 100 
The Royal Bank of Canada Export Credit Limited London, England 100 
Tennant-OFE S.A. Paris, France 70 
RBC Properties (London) Limited London, England 100 
Chancellor Investments Limited London, England 100 
Orion Royal Bank Limited London, England 100 
Orion Cayman Limited George Town, Grand Cayman 100 
Orion Royal Bank Equities of Canada Limited London, England 100 
Orion Royal Bank Asset Management Limited London, England 100 
RBC Trust Managers Limited London, England 100 
Orion Royal Bank Participations Limited London, England 100 
Kitcat & Aitken & Co. London, England 100 
RBC Kitkat Limited London, England 100 
Orion Leasing Holdings Limited London, England 100 
Orion Leasing Limited London, England 100 
Orion Factors Limited London, England 100 
Orion Finance Limited London, England 100 
London, England 100 


RBC Systems Limited 


Sr ttt 
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CONDENSED FINANCIAL STATEMENTS OF WHOLLY-OWNED MORTGAGE, LEASING AND 


VENTURE CAPITAL SUBSIDIARIES 


a SAS 


Statement of Assets and Liabilities 


Statement of Income 


Year Ended Year Ended 


(in thousands of dollars) October 31, October 31, (in thousands of dollars) October 31, October 31, 
1987 1986 1987 1986 
Royal Bank Mortgage Corporation 
Assets Income 
Mortgagelloans<a....c.. ear i $12,624,718 $7,108,930 Interestion mortgages eae ee eee $ 867,835 $673,636 
PetsonaliloanSnuerse ac sno sence eile 1,202,613 967,299 Interestionpersonal loans. ses 62,292 74,541 
Comimercialiloanssss. scree eee 579,366 — Interest on commercial loans............ 8,262 = 
Otherinvestmentsia. sce en area 1,326,515 486,653 Interestioninvestiments vce eerntinnrs 173,265 50,907 
$15,733,212 $8,562,882 1,111,654 799,084 
Liabilities 
Accrued interest and other liabilities .... . $ 335,488 $ 211,648 Expenses 
The Royal Bankof Canadas 7s. 0.4.2.5. 1,272,540 1,946,444 Interest — The Royal Bank of Canada..... 172,062 160,004 
INGHCE MED OSIES ame a tat eee eer 6,467,476 = Interest on short-term promissory notes. . 49,701 66,269 
Short-term promissory notes............ 422,043 676,563 Interest on investment certificates ....... 581,018 483,800 
Investment certificates Interest on notice deposits.............. 119,912 _ 
Due withinione yearn ener 3,162,122 2,747,682 Operatingiexpensesme ne erent 113,648 78,039 
Due beyond one Vveate seer are ee 3,443,163 2,635,446 
i i 1,036,341 88,112 
Deferred income'taxes ......::.-....... 55,628 24,604 38,3 Z 
Preferred and common stock ........... 72,356 125,657 
Gontubutedisurplusien. oats ee 420,444 152,143 Net Income Before Income Taxes..... Vip Ped te) 10,972 
Retained cacnin esse ieee eine 81,952 42,695 InCometaxesmmnry err tere ree ee 31,024 (1,074) 
$15,733,212 $8,562,882 Net Income $ 44,289 $ 12,046 
RoyLease Limited 
Assets Income 
Receivable under lease agreements....... $727,132 $619,650 EASSSe pete OE ree il ee SR, $79,064 $70,903 
Others Se ee ie eer ees: 4,212 4,894 
$731,344 $624,544 Expenses 
Interest on short-term promissory notes. . 6,893 5,347 
Liabilities Interest on long-term debt 
Accrued interest and other liabilities ..... $ 34,752 $$ 32,379 The Royal Bank of Canada ............ 3,064 1,769 
Short-term promissory notes............ 141,524 92,439 Others ae se ee sere ee 35,977 33,378 
Long-term debt OperatingiexpenSesmnceret eee 7,026 9,829 
The Royal Bank of Canada -2272.2-.-. 4: 92,537 3,300 
4 ; 2,960 2 
Othen-ewere ata on ce eee 308,204 354,834 5259 20,323 
Deferred income taxes ae eee 89,220 79,634 Net tacoma crorelacome Taccsuee 26,104 20,580 
GOMmmMOnStOCKiae Aer atier ened tee 21,975 21,975 In GOTRCIERES 12,956 10.249 
RGiiNEGcatnin o Seen ete nee 43,132 RO OSS Paw hw a ae Oe Ne 4 
$731,344 $624,544 Net Income $13,148 $10,331 
Royal Bank Capital Corporation 
Agsets Income 
Casibandishote temrdep occ a aeeene: $ 435 § 50 Interest and dividends Re ey Ae tee $ 587 $ 649 
, Bees aid Commissions aer meine ier Wolf 234 
Investinients aerate. sae ee eee 10,464 14,053 Fa eae ROR Tamers cpcats 2.591 511 
Otherassets sere bree are ace oe WF 242 gi pach eee hae cae a u 
$10,976 $14,345 27032 nes 
Expenses 
Interest — The Royal Bank of Canada .... 456 669 
Operating ih xpenscsmnret ert eememrec er 770 623 
Liabilities 6 
Accrued interest and other liabilities .... $ 311 $ 416 Lees L202 
The Royal Bankiof Ganaday. 244. 3,813 8,879 Net Income (Loss) Before 
Common stockayere-per ener eer 5,342 5,669 Incomieylaxes ene hs oer 2,129 (198) 
Retained Earnings (Deficit)............. 1,510 (619) INCOMEtAXES sp critase eiacie aster = _ 
$10,976 $14,345 Net Income (Loss) $2,129 $(198) 


LL —————————— 
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